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Tax Effects of Contract Terminations* 


By JAMES J. MAHON, JR. 
(Philadelphia Office) 


Each successive stage of the 
present world war has been accom- 
panied by new and distinctive 
problems of taxation. The first 
stage, that of the European war 
before the active participation there- 
in by the United States, made 
necessary a corporate excess profits 
tax and, as a partial cushion against 
the impact of such tax, a provision 
for the special amortization of 
emergency facilities. The subse- 
quent entrance of the United States 
into the conflict resulted in sharply- 
increased rates and in additional 


wartime provisions, such as those 
relating to the deductibility of war 


losses. The pressure of high in- 
dividual income tax rates shortly 
thereafter resulted in the forgive- 
ness of most of one year’s tax lia- 
bility and the advent of the with- 
holding principle. 

While the earlier stages of the 
war economy are definitely dis- 
tinguishable, the later ones are less 
susceptible of identification. For 
instance, although industry has ex- 
perienced a fair volume of contract 


*This article is part of a longer article 
entitled ‘““Tax Effects of “‘T’ Day and ‘V’ 
Day” which was presented by Mr. Mahon 
at a meeting of the Stradley tax group in 
Philadelphia. The complete article also 
appeared in the March 15, 1945, issue of 
the N. A. C. A. Bulletin, published by the 
National Association of Cost Accountants. 


cancellations, in many instances the 
slack has been taken up by new 
contracts; however, we are un- 
doubtedly now entering the period 
when there will be extensive termi- 
nations of government contracts 
with little opportunity for replacing 
the work so lost with additional 
war orders. This period will be 
accompanied by its new and dis- 
tinctive tax problems as will the 
subsequent period beginning with 
complete victory. Some of these 
problems can be foreseen today and 
provisions have been made for 
them in the Internal Revenue Code. 
Others can only be assumed. The 
following discussion seeks to high- 
light some of the tax problems re- 
lating to contract terminations. 


EFFECT OF TERMINATION SETTLE- 
MENTS UPON TAXABLE INCOME 


As the settlements in termina- 
tion of cost-plus-a-fixed-fee con- 
tracts or of fixed-price contracts by 
formula both involve a mere reim- 
bursement of proven costs plus a 
fee or determinable profit, the tax 
treatment of income from such set- 
tlements falls within the general 
rule. Such rule for taxpayers on 
the accrual basis is that the income 
is included in gross income for the 
taxable year in which the effective 
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date of the termination falls, except 
that if any part of the compensation 
is attributable to costs, expenses, or 
losses incurred in a subsequent year, 
such part of the compensation shall 
be returned as income for such sub- 
sequent year. (Sec. 29.42-1 (a), 
Reg. 111.) 

The foregoing general rule is 
applicable to those types of con- 
tract settlements mentioned for the 
reason that the right to compensa- 
tion is definitely fixed and the 
measure thereof is determinable 
with reasonable accuracy. How- 
ever, there are two other tvpes of 
termination settlements that fall 
without the general rule—the “no- 
cost” settlement and the negotiated 
lump-sum settlement of a fixed- 
price contract. The former is a 
release or a waiver by the contractor 
of all claim to compensation from 
the contract termination. This type 
of settlement is presumably preva- 
lent in cases in which the goods 
manufactured under the contract 
are readily salable in commercial 
markets or can be otherwise dis- 
posed of or utilized by the con- 
tractor. The negotiated lump-sum 
settlement of a fixed-price contract, 
on the other hand, is one in which 
the contractor receives, through 
negotiation, compensation for what 
might be called the unspecified and 
unproven costs incurred by him to 
the date of termination plus a fair 
profit. The treatment of these types 
of settlements for tax purposes is 
clearly defined in a Treasury ruling 


(Mim. 5766, November 1, 1944) 
and is hereinafter discussed. 


No-Cost SETTLEMENTS 


In the no-cost type of settlement 
the effect upon taxable income is 
almost obvious. Since the con- 
tractor receives no compensation in 
the termination he does not include 
in gross income any amount there- 
from. If he has included some esti- 
mated amount in the gross income 
of a year prior to the settlement, 
the correction of the prior year’s 
return is allowed within the statu- 
tory period. Deductions are simi- 
larly unaffected by a no-cost settle- 
ment. Since the costs incurred 
under the contract are included 
either in expenses or inventories, 
no adjustment thereof is necessary. 
However, the Treasury points out 
that the execution of such a settle- 
ment gives the contractor no rights 
not otherwise had under the In- 
ternal Revenue Code with reference 
to the propriety of deductions. 

As to the effect upon inventories, 
any contract articles on hand at the 
end of the taxable year, if properly 
includible in inventories, should be 
there included and priced on a basis 
consistent with the contractor’s in- 
ventory practice. The Treasury’s 
statement with reference to in- 
ventory pricing is slightly ambigu- 
ous and is therefore quoted here: 

. . the valuation of such articles for in- 
ventory purposes is to be made without 
regard to any right of the contractor to 


compensation for termination of a contract 
terminated prior to the inventory date. 
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What the foregoing probably 
means is that even though the con- 
tractor at the inventory date has 
a claim to compensation for termi- 
nation of a contract during the year, 
the inventory should nevertheless 
be priced as though a no-cost settle- 
ment had been previously effected 
and the contractor was at the year’s 
end “‘on his own.” 

For all effects and purposes the 
no-cost settlement results in abso- 
lutely no complications in the con- 
tractor’s records for tax purposes; 
he is merely placed in the position 
of disposing, as best he can, of 
goods that he had planned upon 
selling directly or indirectly to the 
Government. 


NEGOTIATED LUMP-SUM 
SETTLEMENTS 


The negotiated lump-sum settle- 
ment does present some problems, 
particularly with reference to the 
taxable years in which the proceeds 
of termination should be included 
in taxable income. Mim, 5766 is 
clear, and probably sound, when 
in the following rules it provides: 
1. If the termination occurs within a taxa- 

ble year ending before July 21, 1944, 

gross income therefrom is included in 

the earliest of the following years: 

a. Taxable year in which the value of 
the contractor’s claim is definitely 
determined. 

b. Taxable year in which the contrac- 
tor’s claim is allowed (or the settle- 
ment proposal accepted). 

c. First taxable year ending after July 

20, 1944, 


bo 


If the termination occurs within a taxa- 
ble year ending after July 20, 1944, gross 
income therefrom is included in the year 
in which the termination occurs (not- 
withstanding that settlement may be 
made in some subsequent year). If the 
amount of the gross income from the 
termination is not determinable by the 
time the tax return is due to be filed, an 
estimated amount may be used and the 
return later amended. 


The rules thus promulgated as to 
the year in which proceeds from 
termination are to be included in 
income are rigid. However, because 
expenses attributable to such pro- 
ceeds may conceivably be deducti- 
ble in taxable years other than that 
in which the proceeds are included 
in income, the Treasury has also 
ruled with reference to the proper 
year of deducting the expenses. 
The Treasury’s rule may be stated 
as follows: 


While generally, deductions attributable 
to the uncompleted portion of the (termi- 
nated) contract shall be deducted in com- 
puting net income for the taxable year in 
which the income from the termination is 
included, nevertheless 


a. Expenses that were deducled in a taxable 
year ended prior to July 21, 1944, can- 
not be related to income. (The income 
being includible in gross income of a 
later year.) 


b. Expenses that were incurred in a taxable 
year ending after July 20, 1944, but 
prior to the year of termination cannot 
be related to income. (The income like- 
wise being includible in gross income of 
a later year.) 


Presumably, the costs applicable 
to a terminated contract which are 
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properly includible in inventories 
are deducted in the year in which 
termination takes place. However, 
those expenses and losses, etc., 
which are not properly includible 
in inventories and which are de- 
ducted (in a prior taxable year 
ended before July 21, 1944) or in- 
curred (in a prior taxable year end- 
ing after July 20, 1944) cannot be 
related to income. The reasons for 
not relating expenses to income in 
these two cases are due to the nature 
of a negotiated settlement, as ex- 
pressed by the Director of Contract 
Settlement. He stated that no part 
of the proceeds of any negotiated 
lump-sum settlement can be allo- 
cated to any particular expenses of 
a contract except that a part of the 
compensation may be authorized 
and agreed to as a payment for a 
part of the cost of an emergency 
facility, as defined in Section 124 
of the Code. 

Accordingly, the Treasury pro- 
vides that for income tax puposes- 
a contractor is precluded from main- 
taining that any part of the com- 
pensation is in reimbursement of, 
or attributable to, any particular 
item of property, or cost, expense 
or loss, except as to cases in which 
part of the compensation is definite- 
ly attributable to reimbursement 
for emergency facilities. In such 
latter cases Mim. 5766 states that 
the amount so attributable will be 
excluded from gross income and 
applied in reduction of the basis 
(as of the date of termination) 


unless the item is deductible in the 
form of amortization, in which 
event income should be included in 
the year of deduction. As a practi- 
cal matter, however, the provisions 
of Section 124 (h), which are sub- 
sequently discussed, result in the 
amortization of emergency facilities 
being stepped-up to coincide with 
the reimbursement for such facili- 
ties. Thus, except for taxpayers 
who fail to qualify under that pro- 
vision, the “reduction of basis” 
treatment is only of academic 
interest. 

To summarize the foregoing dis- 
cussion, it appears that insofar as 
all contracts terminated after July 
20, 1944 are concerned, the follow- 
ing principal conclusions are appli- 
cable: 


1. The termination settlement of cost-plus- 
a-fixed-fee contracts and of fixed-price 
contracts by formula results in the in- 
come therefrom being taxable in the 
year of termination, except that if some 

. of the expenses applicable to the con- 
tract are incurred in a subsequent taxa- 
ble year that portion of the income con- 
stituting a reimbursement of those ex- 
penses is includible in gross income of 
such subsequent year. The effect is to 
correlate income and expenses. 


bo 


The termination settlement of a fixed- 
price contract by negotiation results in 
income therefrom being taxable in the 
year of termination. Those costs that 
are properly ‘‘inventoriable” are there- 
fore included as a cost of the contract 
in the year of termination. Those costs 
that are not properly inventoriable (ad- 
ministrative expenses, etc.) are deducti- 
ble in the year sustained. 








+ 








+ 
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EFFECT OF CONTRACT TERMINA- 
TIONS UPON AMORTIZATION 
OF EMERGENCY FACILITIES 


Section 124 of the Internal Reve- 
nue Code provides that the cost of 
properly certified emergency facili- 
ties can generally be amortized over 
a five-year period. However, when 
the emergency use of the facility 
ceases before the expiration of the 
five years, the owner of the facility 
has three methods available to him 
to recover the adjusted cost of such 
facility: (1) He may choose to con- 
tinue the amortization of the facility 
on the five-year basis, (2) he may 
elect to revert to the ordinary de- 
preciation of the adjusted basis of 
the facility, or (3) he may elect to 
recompute the amortization of the 
facility over the shorter period 
ending with the date the emergency 
use ceases, thus effectually increas- 
ing the annual amortization rate to 
something over 20 per cent. His 
already existing rights to the use 
of the five-year amortization period 


and the reversion to depreciation 


are not affected by the cessation of 
the emergency use, and it is there- 
fore the third possible choice that 
is here discussed. 

Under the law (Section 124 (d) 
(1) ) the emergency use of the 
facilities may cease as of the earlier 
of the two following dates: 

1. The date of the proclamation by the 


President by reason of which the 
emergency period ends, or 


2. The date specified in a certificate (known 
as a “‘certificate of non-necessity’’) with 





respect to an emergency facility made to 

the Commissioner of Internal Revenue 

by the Secretary of the department in- 
volved (now the Chairman of the War 

Production Board) as the date on which 

such facility ceased to be necessary in 

the interest of national defense during 
the emergency period. 

It is unlikely that we shall be 
immediately concerned with presi- 
dential proclamation ending the 
emergency period. However, many 
companies which have experienced 
termination of their war contracts 
are concerned with the date indi- 
cated by a non-necessity certificate 
as being the time at which the 
emergency use of the facilities 
ceased. 


NON-NECESSITY CERTIFICATES 
Under date of September 30, 
1944, the President by executive 
order transferred the functions of 
the Secretary of War and the Secre- 
tary of the Navy with reference to 
the issuance of non-necessity certifi- 
cates to the Chairman of the War 
Production Board. Such certificates 
are now issued by the latter upon 
proper application by the taxpayer 
and upon the determination that 
““ . . In view of the condition, loca- 
tion, and ownership of such emer- 
gency facility . no presently 
foreseeable substantial need for 
such emergency facility exists in 
the interests of national defense.” 
In determining whether an emer- 
gency facility has ceased to become 
necessary the War Production 
Board is authorized to secure re- 
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ports and recommendations from 
such other governmental agencies 
as it may designate. The important 
and apparently governing feature 
in the determination of non-neces- 
sity is that the facilities for which 
such a status is claimed should be 
actually useless to national defense. 
The fact that a contractor has expe- 
rienced terminations of his war 
contracts or has simply run out of 
war work without attempting to 
secure new contracts is not sufficient 
to establish non-necessity. 

The careful and intelligent prepa- 
ration of the application for a non- 
necessity certificate (WPB Form 
3984) will materially expedite the 
securing of the certificate in cases 
in which non-essentiality is con- 
clusively present. Separate appli- 
cations should be filed for each 
group of “related’’ facilities, i.e., 
those that were used on one type 
of product and which were aban- 
doned at the same time. The inclu- 
sion in an application of a hodge- 
podge of unrelated facilities can only 
lead to delay in the determination 
of non-necessity. 


Non-NECESSITY CERTIFICATES AND 
AMORTIZATION DEDUCTIONS 


As already stated the securing of 
a non-necessity certificate by an 
owner of emergency facilities gene- 
rally entitles him (at his option) 
to an effective amortization rate of 
more than 20 per cent per annum. 
The recomputation of the amorti- 
zation deductions for the taxable 


years involved is based upon the 
period ending with the date indi- 
cated in the non-necessity certificate 
and beginning on the following 
dates: 


1. If the taxpayer had previously elected to 
amortize and has amortized. to the time 
the emergency use ceases, the commuted 
amortization period begins with the date 
originally elected by him for the com- 
mencement of amortization. (Section 
124 (d)(1).) 


. If the taxpayer had previously elected 
to amortize and had amortized for a 
limited time, later electing to deduct 
depreciation rather than amortization, 
the commuted emergency period begins 
with the date originally elected by him 
for the commencement of amortization. 
(Section 124 (d)(2).) 


3. Ifthe taxpayer had acquired a necessity 
certificate but never elected to amortize, 
the commuted amortization period be- 
gins with the date upon which the 
facility was acquired. (Section 124 
(d)(3).) 


4. If the taxpayer is still engaged in the 
construction of emergency facilities as 
of the date upon which the emergency 
ceased, the period of amortization begins 
as of the date construction was com- 
menced. (Section 124 (d)(4).) 


to 


PROCEDURE TO SECURE BENEFITS 
OF COMMUTED AMORTIZATION 
PERIOD 


In order to obtain the benefits of 
the commuted amortization period, 
it is necessary for the taxpayer 
within 90 days after the date shown 
in the non-necessity certificate to 
file a statement with the Commis- 
sioner of Internal Revenue indi- 
cating his election to use the shorter 
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period of amortization. The state- 
ment should clearly describe the 
facilities involved, and a copy 
thereof should be attached to the 
tax return filed for the year in 
which the determination of non- 
necessity is made. (Section 124 
(d)(4).) 

Claims for refund should be filed 
for all prior years affected by the 
recomputation. The period within 
which such claims may be filed 
extends to one year after the date 
of the non-necessity certificate, un- 
less at such certificate date the 
general time limit specified by 
Section 322 for the filing of claims 
for refund still has a period longer 
than one year to run. (Section 124 
(d)(5).) It is therefore necessary 
and important that upon the receipt 
of a non-necessity certificate the 
period within which claims for 
refund of prior years’ taxes may be 
filed be carefully checked in order 
to ascertain the applicability of the 
one-year provision. 


RECEIPT FROM UNITED STATES OF 
PAYMENT FOR UNAMORTIZED 
CosT OF FACILITY 


In certain cases taxpayers per- 
forming contracts for the Govern- 
ment who have acquired properly 
certified emergency facilities for the 
fulfillment of such contracts are 
reimbursed for the unamortized 
cost of such facilities. The reim- 
bursement may take place as the 
result of (1) contractual obligation 
on the part of the Government to 


reimburse the contractor for the 
cost of the facilities executed at the 
time acquisition or construction of 
the facilities was contemplated, or 
(2) as part of the fair and equitable 
compensation to the contractor 
upon the termination of govern- 
ment contracts either by their terms 
or by cancellation. In either event, 
if the taxpayer had reasonable 
grounds (either from the provisions 
of the contract with the United 
States involving the use of the 
facility, or prior written or oral 
representations made under the 
authority of the United States) for 
anticipating future contracts in- 
volving the use of the facility, 
which future contracts had not been 
made, he is entitled to the benefits 
of Section 124 (h) of the Code. 
Such benefits preclude the possi- 
bility of the reimbursement for 
emergency facilities being included 
in taxable gross income in a taxable 
period other than that in which the 
amortization deductions are en- 
joyed. 

Under Section 124 (h) the pay- 
ments or reimbursement received 
from the United States when in- 
cluded in gross income are offset by 
a corresponding increase in the 
amortization or depreciation de- 
duction for the same period. Of 
course, the emergency facilities 
must be covered by necessity cer- 
tificates. 

To secure the benefits of this 
provision the taxpayer must secure 

(Continued on page 17) 
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Cost Accounting Under War Conditions—What 
Have We Learned? 


By ARNO R. KASSANDER 
(New York Office) 


The problems of business man- 
agement during the last several 
years have been complicated by a 
network of war time controls com- 
bined with expanding volume. 
Managements have learned to look 
to accountants for basic infor- 
mation and aid in the solution of 
many of these problems. Many 
businesses are planning a con- 
tinued volume substantially in ex- 
cess of that prevailing before the 
war; hence, many problems will 
not disappear. Also, some controls 
which first became familiar as war 
measures may well be with us 
during the reconversion period and 
even beyond. Accordingly, it be- 
hooves us to examine the procedures 
and methods which we have intro- 
duced and refine them where neces- 
sary so as to achieve the best 
possible operation. 

High volume in the face of 
material and labor shortages has 
made imperative improved methods 
of production planning, allocations 
of material and inventory methods. 
Such improved methods would have 
been equally beneficial under peace- 
time operation. Unfortunately, it 
took a war to force us into them. 
Again, let us refine them to the 
point of maximum usefulness. 
Largely as a result of govern- 


ment agency requirements, the em- 
phasis in cost finding has been on 
historical costs. The use of costs 
for control of operations has been 
subordinated, largely because of 
the urgent need for production for 
immediate war requirements, ir- 
respective of cost. We should 
stress a change of emphasis and 
reestablish, or in some cases estab- 
lish for the first time, costs as a 
tool of managerial control. 


Some Problems Faced By 
Cost Accountants 


Whether we have been dealing 
with fixed price or C.P.F.F. supply 
contracts, or whether the subject 
has been price determination, rene- 
gotiation or termination, it can be 
said fairly that one of the basic 
accounting requirements has been 
the determination of the cost of a 
contract. That has always been 
one of the primary tasks of the cost 
accountant, but in the past there 
has not always been the oppor- 
tunity to do the job in as detailed 
and workmanship fashion as we 
would have liked. During the war 
period, however, there has been 
not only government approval but 
government demand that a first 
rate job of cost accounting be per- 
formed. The manner in which this 
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work has been done will determine 
to a large degree whether or not 
management retains useful cost 
procedures after the war, as well as 
its influence on our personal pres- 
tige and that of the accounting 
profession. 

Industry’s first job has been 
production. Production necessi- 
tates having the required materials 
at the right place end at the right 
time. Some companies have long 
had elaborate inventory systems; 
their main problem was digesting 
the added load. Other companies 
had contented themselves with a 
minimum of records, obviously in- 
adequate in the light of war time 
production requirements, and an 
opportunity was afforded to install 
those improved methods long ad- 
vocated by cost accountants. Let 
us hope they have been found so 
valuable that management will 
never want to give them up. 

To preserve the liquidity of 
working capital so that pay rolls 
could be met, and payment made 
for materials, the utmost in efficient 
systems of billing and documenta- 
tion was required in order to secure 
prompt and full reimbursement for 
expenditures. To expedite reim- 
bursement, the armed services re- 
vised their field audit procedures 
by substituting sampling and test- 
ing for detailed audits where the 
contractor’s system of internal con- 
trol was adequate. The expectation 
of prompt reimbursement was a 
real incentive for many companies 


to install improved accounting tech- 
niques. Again, let us hope that 
their value has become so self- 
evident that management will never 
discard them. 

Many companies viewed with 
some concern the day when their 
contracts would be canceled and 
they would be faced with a heavy, 
unbalanced inventory position; in 
fact, some companies have already 
had that experience. It is highly 
desirable that there be complete 
integration between purchase orders, 
inventories and costs so that at 
any time it is possible to establish 
the amount of expenditures ap- 
plicable to specific contracts, in 
order to be reimbursed promptly 
and to be in a position to deliver 
the applicable inventories to the 
government. There is no reason 
why those techniques should not be 
equally helpful in normal times as 
an aid to efficient control of inven- 
tories, purchases and prceduction. 

We are in a war to preserve a way 
of life. Included in that term is a 
system of healthy private enter- 
prise, with all the efficiency in 
operations that the term implies. 
In terms of cost accounting that 
means that we should not discard 
tested and tried criteria of measure- 
ment and control, merely because 
under war conditions they may 
have appeared ineffective and even 
though the figures appeared ludi- 
crous at times. I am thinking of 
such things as standard costs and 
budgets about which I shall have 
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more to say later on. These indices 
may well become the basing points 
from which we chart our post-war 
course; in the meantime they can 
and have served to point out the 
undesirable conditions which should 
and must be corrected if an indi- 
vidual company is to obtain the 
efficient production necessary to 
hold its place in a competitive, 
peacetime economy. 

Lastly, and perhaps of most 
importance, is the place of cost 
accounting in relation to the in- 
come account. The largest debit 
item in the usual industrial state- 
ment of income is cost of sales. 
Correct cost of sales involves cor- 
rect cost accounting, in turn based 
on generally accepted accounting 
principles. In the welter of rules 
and regulations, let us not forget 
principles of accounting. Here, in 
many cases, we must re-establish 
some of our prewar concepts. 

Certain transactions are regu- 
larly treated in corporate accounts 
in a different manner than in federal 
tax retuins. However, under war 
conditions there has been some 
tendency to abandon recognized 
principles of corporate cost account- 
ing merely to conform toa statutory 
formula for defining allowable costs. 

An unallowable item is not a de- 
duction from cost because of T.D. 
5000; on the contrery it is a 
deduction from income. General 


administrative expense is not sud- 
denly a cost of production and an 
element in 


inventory valuation 





merely because T.D. 5000 recog- 
nizes it as a necessary and reim- 
bursible business expense to be 
considered in arriving at total 
amounts to be paid a supplier. 
T.D. 5000 is, among other things, 
merely a formula for determining 
reimbursible items of cost or per- 
haps it is more correct to say, 
unreimbursible items. It is a 
method for computing one factor 
in the selling price; the selling price 
consisting of allowable costs plus 
fee or profit. Let us refrain from 
going beyond its purpose and not 
think of it as a new authority on 
cost accounting. 


Wartime Accounting Probiems 
Not New In Principle 


I have sought to outline in the 
preceding paragraphs certain fields 
of corporate accounting activity 
where the cost accountant has been 
faced not only with serious prob- 
lems but outstanding opportunities 
to demonstrate permanent value of 
at least some of his methods. 
Practically everything we have 
been compelled to do or devise 
could be found in practical applica- 
tion in some industry even before 
the war. In other words, while all 
of us have been doing a lot of new 
things from an individual stand- 
point, practically no one is doing 
anything that has not been done 
before by someone, although in 
much less volume. For example, 
unit costs have had to be assembled 
to final contracts and tied into the 
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accounts. Certainly there is noth- 
ing new in that concept. 

The Controlled Materials Plan 
almost has made it compulsory to 
maintain perpetual inventory 
records in great detail; also sales 
and production forecasts by prod- 
ucts, and material requirements by 
classes of material. These latter 
have been recognized techniques of 
advanced budget procedure for 
many years. 


Some companies for the first time 
have found it necessary to main- 
tain detailed records of inventory 
in hands of subcontractors. How- 
ever, this problem has been met and 
solved in the past by many indus- 
tries which regularly employ the 
services of outside converters. 


Coordination of stores records 
and purchase commitments with 
specific contracts has been a stand- 
ard practice in the past in certain 
construction industries. Where sep- 
arate storage space or specific 
earmarking of material for con- 
tracts is not practicable some com- 
panies have used a separate stores 
ledger card for each stock item and 
for each contract. 


The necessity for more accurate 
cost distribution between C.P.F.F., 
fixed price work and commercial 
work has led, in certain cases, to 
the establishment of separate build- 
ings or departments for certain 
classes of work. The advantage of 
such departmentalization has long 
been recognized in appropriate cir- 





cumstances, although not always 
carried out. 

One result of the requirements of 
accounting for government con- 
tracts has been a greater effort to 
effect direct application of many 
cost items which were in fact direct 
costs but had in the past been in- 
cluded in overhead as the easiest 
way of handling them. 

Although the advantages of unit 
fixed property ledgers have long 
been recognized, their use has been 
considerably enlarged due to the 
necessity of detailed accounting for 
amortization of war facilities as well 
as government owned property. 

We have learned from war time 
accounting that adequate records, 
good procedures, and tough super- 
vision of those procedures, “paid 
off”? under wartime pressure. Some 
of the miracles of production could 
not have been accomplished with- 
out the aid of some of these tech- 
niques. Certainly there was a lot 
of needless red tape. Let us ex- 
amine our methods, discard what 
is unnecessary, retain the good, the 
things that helped us. If those 
tools and techniques were necessary 
under war conditions, they will be 
beneficial under normal conditions. 


Standard Costs and Budgets 


The opinion has at times been 
expressed that standard costs and 
budgets could not function under 
wartime conditions. On the con- 
trary, it is the writer’s opinion 
that these tools of management 
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have been particularly useful under 
those conditions. More than ever 
it has been necessary for manage- 
ment to plan ahead. The premises 
upon which plans were based were 
necessarily somewhat vague and 
uncertain, and frequent changes in 
planned business action were neces- 
sary. It has been imperative that 
management be informed promptly 
and accurately as to the effect of 
changed conditions; standard costs 
and budgets do just that. 


What todo about the effect of 
changed conditions is another prob- 
lem. Frequently nothing could be 
done, at other times a great deal 
could be done. In either event, 
final decisions could be made wisely 
only if management was adequately 
informed. 


We have all heard the expressions 
“budgetary control’’ and “‘cost con- 
trol.”” Experience under war con- 
ditions has emphasized that bud- 
gets and standard costs do not 
control. However, they do disclose 
what is out of control and how 
much. They constitute valuable 
tools of management, but control is 
not necessarily one of the results of 
their use. Rather they tell us 
sometime after the fact whether or 
not control has been adequately 
exercised through the use of the 
tools which are provided for that 
purpose. Control must occur at the 
instant a transaction occurs. The 
information provided by standard 
costs and budgets even under ideal 


conditions does not accomplish this 
result. 

At this point it would seem ap- 
propriate to elaborate somewhat 
upon the terms “budget” and 
“standard costs.” 


Budgets 


The budget is a formally re- 
corded plan of business operation 
for a stated period of time. It may 
be extensive or not, depending upon 
whether or not it is to cover all 
activities of a business, that is, 
sales, manufacturing and adminis- 
tration, or only one of those ac- 
tivities, or perhaps a part of one. 
A budget is very much like a speed 
law; the rates of speed permitted 
vary with road and traffic condi- 
tions. The variations a driver 
meets along an extended route are 
supposed to govern him so that he 
can drive faster or slower at various 
points and yet at all times not 
endanger his life or the lives of 
others. The signs along the road 
show him how fast he may go— 
his speedometer shows him how 
fast he is going—the difference is 
the variance—but the sign does not 
control his rate of speed; usually 
his foot on the gas pedal does. 
And so it is with a budget; it indi- 
cates what should or could be 
done under certain conditions, but 
it does not control—the control is 
elsewhere. 

Comparisons of actual results 
with the budgets disclose whether or 
not the operators of the business 
































Cost Accounting Under War Conditions 13 





have adhered to the previously 
adopted plan. The budget cannot 
change results of actions which 
took place several weeks or a month 
previously. Control, or lack of it, 
produced those results. The budget 
reports will disclose to management 
the character of the control, whether 
good or bad. It will provide 
management with the necessary 
information to improve the methods 
of control or to appraise the effec- 
tiveness of the personnel who are 
charged with the responsibility of 
administering existing methods of 
control or perhaps to change the 
plan of operations if experience 
shows that that plan has been 
based on incorrect assumptions. 


Standard Costs 


Standard costs like the budget 
constitute a detailed forecast of 
what the several items of manu- 
factured products should cost based 
on established material specifica- 
tions, necessary labor operations 
and equitably allocated overhead 
expenses. Like the budget reports 
the cost reports which disclose the 
variances between standard and 
actual cost cannot change a single 
actual cost of the past, whereas 
proper control of manufacturing 
operations will have contributed to 
minimizing the extent of the vari- 
ances. Cost reports should tell us 
how far operations have deviated 
from the goal set forth in the 
standard and what must be done 
to improve performance in the 


future. Adequate control will pro- 
duce the desired results. 

Let us examine the various phases 
of manufacturing operations which 
it is desired to control, how control 
is actually exercised and the use of 
budgets and standard costs in 
management’s kit of tools. 


Materials 


Direct raw materials must be 
controlled from two viewpoints; 
first, as to the quantities of material 
used in manufacturing operations 
and secondly, as to the quanti- 
ties of the several kinds of materi- 
als which are carried in the in- 
ventories. The first of these 
controls is accomplished through 
the use of detailed bills of material; 
the maintenance of adequately su- 
pervised storerooms; a restriction 
of stores issued to the quantity 
called for on the bills of material 
coupled with authorization by the 
proper authority for usage in excess 
of that specified on bills of material. 
The quantities of the several kinds 
of direct material carried in the 
inventory are controlled through 
perpetual inventory records, maxi- 
mum and minimum limits and the 
establishment of economical order- 
ing quantities. The material sec- 


tion of a cost report will disclose to 
management to what extent ma- 
terial usage has varied from the 
material consumption called for 
by bills of material and will disclose 
the efficiency at which the controls 
are operating. The budget, assum- 
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ing that it is a complete budget 
and not merely a schedule of 
expense allowances, will disclose 
whether or not the raw materials on 
hand are in line with the quantities 
and amounts deemed to be ade- 
quate under existing operating con- 
ditions. Similarly, inventories of 
finished products are controlled 
through perpetual inventory records 
and production order systems and 
the budget reports will reflect the 
condition of finished product inven- 
tory in relation to previously estab- 
lished plans. 


Labor 


Direct labor costs are controlled 
by means of wage incentives, pro- 
duction standards and, most im- 
portant, detailed schedules of the 
operations necessary for the manu- 
facture of each item. The cost 
report will disclose whether labor 
costs were more or less than the 
amount scheduled but the official 
responsible for control will have to 
explain, for example, why addi- 
tional makeup wages were paid to 
supplement inadequate piece work 
earnings, which piece work rates 
were the bases of standard. He 
will also have to explain why the 
operations varied from the sched- 
ule; why smaller quantities than 
contemplated in the schedules were 
machined, thus increasing the per 
unit set up costs; why men had to 
wait for materials or tools. These 
and similar techniques are the 
tools of control; not the standard 


cost system. Standard costs merely 
measure the efficiency of control. 


Overhead 


In the overhead component of 
cost, the terms budget and standard 
are virtually synonymous; for the 
standard is merely the budget 
related plant capacity. Under or 
over absorbed overhead arises from 
two sources; first, the volume of 
activity in relation to the plant 
capacity upon which the overhead 
rates are based and, secondly, the 
amounts of expenditure in relation 
to the budget. In the first set of 
circumstances the budget or stand- 
ard does not contribute to control. 
Control is exercised through the 
policies and activities of the sales 
department. However, the budget 
reports do disclose the effect upon 
profits of volume fluctuation and 
they form the basis of calculation 
as to the effect upon profit of 
changes in pricing and selling poli- 
cies which may affect volume. 

In the comparison of actual 
expenses with the overhead budget 
we find the only circumstance in 
which the budget itself may in some 
measure be the means of control. 
This condition is due to the fact 
that with respect to overhead items 
the effect of an individual action in 
relation to the plan of operations as 
set forth in the budget is not ap- 
parent and we cannot tell whether 
total expenses for a given classifi- 
cation are more or less than the 
budget until the monthly reports 
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are compiled. If the allowance on 
a job is two hours and the machinist 
requires three, the foreman knows 
at once that he has exceeded his 
standard and that he has failed 
in his control. The monthly state- 
ment in which the loss of one hour 
is reflected somewhere in the total 
variance should be no news to him. 
The value of that statement is to 
management, which otherwise 
would not know about the ineffi- 
cient labor operation. In the over- 
head classifications, however, the 
departmental supervisor does not 
know how he stands in relation to 
the budget until he receives peri- 
odical reports, which in turn warn 
him of the items to be particularly 
observed in the future. Even here 
real control occurs in the plant, not 
in the cost department. 

In these circumstances control 
consists of careful scrutiny of supply 
requisitions to see that the ma- 
terials withdrawn at one time are 
not excessive; timely repairs of the 
“stitch in time’ type in order to 
avoid a more expensive repair 
jater; the elimination of waiting 
time through careful planning of 
operations, the careful supervision 
of indirect labor to see that the men 
are kept occupied and to see that 
they are provided with the proper 
tools for their work. 


ther Items 


When we come to the selling 
expense budget we again find that 
control is not in the budget itself 


but in the daily performance of the 
operations, results of which are 
reflected in the budget reports. 
Control is exercised through the use 
of route sheets; frequent reports as 
to the calls made and the results 
accomplished. Market studies con- 
tribute to control of selling opera- 
tions, in order that selling efforts 
may be applied in those territories 
and in connection with such prod- 
ucts as are most profitable. The 
budget and its comparison with 
actual results merely reveals how 
well controls have functioned. 

Control of collections is accom- 
plished through accounts receivable 
records which are accurate and 
up-to-date; an alert credit depart- 
ment which follows up slow ac- 
counts energetically and tactfully 
and which successfully discourages 
the extension of credit to those 
prospective customers who do not 
deserve it. The comparisons of 
cash receipts with the forecast 
again merely measures the success 
of the operating personnel in its 
job. 

Expenditures for fixed assets are 
controlled through systems of ap- 
propriation requests with carefully 
prepared estimates of their cost and 
the benefits to be obtained there- 
from. 


Men, Not Records, Control 


We could continue through the 
various items appearing on the 
balance sheet and income account 
and show that control is exercised 
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not by budgets and cost systems, 
but by men equipped with the 
necessary tools for their work. 
The value of the budget and cost 
system lies in the information it 
furnishes top management as to 
what is actually happening in the 
business compared to what would 
have happened had everyone per- 
formed his job in accordance with 
previously formulated plans. This 
function of the budget and standard 
costs in itself is indispensible, for 
without it management cannot per- 
form its task of formulating policies 
and directing and coordinating a 
multitude of departments towards 
the accomplishment of the principal 
goal of all business enterprise, 
namely, production or service, at a 
profit. 


Variances 


From the foregoing discussion 
one may gain the impression that 
budgets and standard costs are of 
limited value unless prior to their 
adoption the operating depart- 
ments have been provided with 
the necessary techniques to control 
operations adequately. This is 
true in large measure and prob- 
ably is responsible for some of 
the budget and standard cost 
installations of the prewar per- 
iod which were distinguished by the 
size of the variances rather than by 
close adherence to the standard. 
It also probably accounts for the 
years of revision and refinement 
which are frequently necessary be- 


fore such systems may really be 
said to work. 

In other words, the large vari- 
ances which occur call attention 
to the lack of control which 
exists and provide the incentive 
for the adoption of more efficient 
methods of control. Also, the 
appearance of large variances fre- 
quently proves to management (if 
it is honest with itself) the many 
things it does not know about its 
business and which it must know if 
it is to operate successfully. Stand- 
ard costs and budgets do not control 
but they quickly call attention to 
those items which are “‘under con- 
trol’’ and those items which are 
“out of control.’”’” Some of the 
greatest benefits are derived in those 
cases where in the early days of 
operation the variances are exces- 
sive. The excessive variances point 
out so definitely how many things 
are out of control that management 
is forced to do something to correct 
them. 


Management Responsibility 


If then, accounting under war 
conditions has forcibly taught us 
that such techniques as budgets 
and standard costs in themselves 
cannot control but are merely 
formal yardsticks of management 
on the basis of which the adequacy 
of control is observed, it follows 
that a successful budget or cost 
system, that is, one which in fact 
provides management with sound 
bases for conclusions and decisions, 
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must be instituted and motivated 
throughout by management. 

The accountant who supervises 
budgetary procedures should be- 
ware of using past experience as 
anything more than a guide to 
future transactions. He should con- 
sult widely with heads of operating 
departments to assure that budgets 
and standards will reflect as far as 
possible current conditions and 
plans of future operation. Manage- 
ment should recognize that while 
the accountant is the logical person 
to design forms, procedures and 
account classifications, the estab- 
lishment of the budgets and stand- 
ards is not merely an accounting 
function but one in which all 
operating departments must par- 
ticipate, and because the budget cuts 
squarely across organization lines, 
the budget responsibility should 
lie with top management. In many 
businesses, for example, the con- 


troller or similar official acts as 
budget director, but for satisfactory 
results it should be recognized 
throughout the organization that 
he is acting as a representative of 
management rather than in his 
more limited capacity of chief 
accounting officer. 

Accountants for years have 
preached the virtues of inventory 
control, production control, prop- 
erty records, bills of material, 
operation sequences, standard costs 
and budgets. During these war 
years we have had many new oppor- 
tunties to work with these tools, 
sometimes for the first time, some- 
times to meet requirements arising 
out of cooperation with government 
authorities. Let us hope we have 
learned better ways to do our 
work, and that management will 
retain all that is helpful in the 
new procedures. 


Tax Effects of Contract Terminations 
(Continued from page 7) 


a “‘payment certificate’ from the 
War Production Board, which as- 
sumed the duty of issuing such 
certificates by Executive Order 
dated October 20, 1944. In order 
to issue such a certificate the War 
Production Board must obtain a 
certified statement from the office 
of the contracting agency which 
authorized the payment as proof of: 
a. The date of payment, 

b. The amount of payment, 


c. The facility for which payment was 
made, and 


d. The fact that the payment was made as 
compensation for the unamortized cost 
of an emergency facility for one of the 
reasons stated hereinbefore. 


Presumably a copy of the pay- 
ment certificate should be included 
by the taxpayer in his income tax 
return for the year for which the 
benefits of Section 124 (h) are 
claimed. 
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We Settle the German Problem 


Under the above caption, in The 
Millburn and Short Hills Item, a 
local weekly newspaper which has 
been published for more than a half 
century, the editor makes the fol- 
lowing suggestion for making the 
punishment fit the offense at least 
in a measure for the crime which 
Germany committed against civili- 
zation in bringing on World War II: 


The Nazis asked for it and now it’s 
coming to them. All too soon we in America 
will be faced with the problem of what to 
do with the twenty million Germans it will 
be our lot to govern as we take over admin- 
istration of the southwest section of their 
wrecked land. 

Editorially The Item leaves national and 
international subjects pretty much to its 
larger and richer contemporaries, but on 
this matter of what to do in our country’s 
allotted piece of enemy territory, they have 
not reacted. Therefore, having an idea, 
we feel it our duty to bring it to the public, 
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In a few weeks at most, ours will be the 
job of remaking a vast area and remolding 
the minds of millions of Germans. What 
a field and what an opportunity for 
“planned economy” and for shaping mass 
mentality and morals. 

In the President’s cabinet, in the Supreme 
Court and in countless government bureaus 
and departments, we have the master minds 
itching for just an opening. Give it to ’em 
with our blessing. 

Make our part of the conquered land a 
proving ground, not America. Give ‘em 
the full alphabet of agencies with controls, 
prohibitions, subsidies and all the other 
adjuncts of planned society and see what 
happens. 

As The Item sees it, here’s a way to pun- 
ish at least some Hitler followers and a 
happy one. A guinea pig for experimen- 
tation, and no SPCA. 

As we said in the beginning, “The Nazis 
asked for it.”” Let’s give them the works, 
and Dorothy Thompson. 


What a relief it would be to have 
the New Dealers turn their atten- 
tion to the Germans as their guinea 
pig and give the Americans a 
breathing spell! 


Corporate Earnings in 1944 


Corporate sales and revenues con- 
tinued to advance in 1944, but not 
at the same rate as in the two pre- 
ceding years. The continuing ad- 
vance in labor and material costs 
resulted in a lowering of profit mar- 
gins, but the high federal taxes on 
income tended to stabilize net in- 
come by offsetting to a considerable 
extent any decreases or increases in 
operating earnings. These con- 
clusions are based on a survey of 


the 1943 and 1944 reports of 2,665 
corporations by the National City 
Bank of New York and published 
in its April Letter. 

The bank’s survey also includes 
a tabulation showing the percentage 
of the net income on sales in 1943 
and 1944 of various divisions of the 
manufacturing and trading indus- 
tries. (This part of the study is 
necessarily limited to those cor- 
porations which reported their 
sales.) It is interesting to note 
that for 941 manufacturing corpo- 
rations the percentage of net in- 
come on sales was 3.3 in 1944 as 
compared with 3.6 in 1943 and 7.5 
in 1940. The ratio for 1944 was the 
lowest since the depression year 
1934. 

Also, 116 companies in various 
branches of retail and wholesale 
trade realized 2.7 per cent on sales 
in 1944 as compared with 2.8 per 
cent in 1943 and 3.9 per cent in 
1940. The 1944 percentage was 
lower even than the realizations in 
1933-34. 

Aggregate net income of the 
group was $5,241 million last year 
as compared with $5,266 million in 
1943, a decrease of 0.5 per cent. 
The 1944 earnings are after deduc- 
tion of provisions for renegotiation 
as well as in many cases for post- 
war costs and contingencies. 

Aggregate capital and surplus of 
the group was $63,569 million at 
the beginning of 1944, upon which 
the year’s net income represented 
an average return of 8.2 per cent, 
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compared with net assets of $61,414 
million and a return of 8.6 per cent 
in 1943. 


The changes referred to above 
are summarized by major divisions, 
as follows: 


Net Income* 











(in millions Per Cent 
of dollars) Change Per Cent Return 
No. of 
Companies Division 1943 1944 1943-44 1943 1944 
1,327 Manufacturing. ......... $2,729 $2,889 + 5.9 9.6 9.8 
109 Mining, quarry.......... 89 95 + 7.8 yf 7.6 
ee 235 245 + 3.9 10.1 10.2 
236 Transportation.......... 954 747 —21.7 ee 5.8 
215 Fublic utilities............ 633 618 — 24 6.6 6.5 
92 Service and construction.. 89 89 — 0.2 ws 7 
ae 537 557 + 3.9 8.0 af 
2,665 FOUL c...ckcicccccece SRZB $G281 — 05 8.6 8.2 








* After taxes, renegotiation, postwar and other contingencies. 


The most noteworthy change was 
in the railroads and, to a lesser 
extent, in the public utilities. The 
volume of traffic moved by 127 
Class I railroads reached an all 
time high in 1944 and their operat- 
ing revenues were 4 per cent higher 
than in 1943. Their wage and salary 
payments, however, increased about 
9 per cent, and net railway operat- 
ing income declined 19 per cent. 
Net income was $668 million com- 
pared with $874 million in 1943, a 
decline of 24 per cent. 

Reports of 165 leading public 
utilities showed a combined in- 
crease last year of 5 per cent in gross 
revenues. A slightly larger increase 
in expenses and taxes, however, 
resulted in a reduction of 2 per cent 
in net income. 


Deterring Strike Suits 
In the September, 1944, issue of 


the JOURNAL there appeared an edi- 
torial comment with respect to 
legislation enacted by the NewYork 
legislature during its 1944 session 
by which it was sought to dis- 
courage and make difficult the filing 
of ‘‘strike suits’? against directors 
of larger corporations. 

We were pleased to note that in 
April the New Jersey legislature 
followed the lead of its sister state 
and adopted legislation generally 
similar to one of the New York 
acts, requiring that, when insti- 
tuting suit, stockholders owning 
less than 5 per cent of the stated 
value of the corporation’s capital 
stock or less than $50,000 (at mar- 
ket value) of stock, must post 
security for the costs and expenses 
incurred in the action. 





























Notes 


The following members of the 
L. R. B. & M. organization have 
entered the armed services since 
the publication of the March issue 
of the JOURNAL: 

Atlanta: 

Parker G. Cook 
Cleveland: 

Robert E. Halsted 
New York: 

David J. Greenberg 

Samuel E. McMillan 
Philadelphia: 

Edward J. Brede 

James E. Gelbert 

Thomas P. Handwerk 
Rockford: 

George Kern, Jr. 


We were deeply grieved to learn 
of the death of First Lieutenant 
William J. Farrington, formerly a 
member of our New York staff. 
Lieutenant Farrington was a Tank 
Commander with the Third Ar- 
mored Division of the First Army. 
After being wounded during the 
battle of France, he was hospital- 
ized in England; on recovery, he 
was given the choice of returning 
home or rejoining his outfit. He 
chose the latter, and was killed in 
action on February 27, 1945, in 
Germany. 

Lieutenant Farrington was grad- 
uated from New York University 
in 1938 and from Harvard Law 
School in 1941. He entered our 
employ in September, 1941, and 


spent the next few months in our 
1941 training group. Later, he was 
assigned to audit engagements to 
obtain a background which would 
be helpful to him in pursuing his 
chosen field. He planned to special- 
ize in taxation. 

The men of our 1941 training 
group are now serving our country 
in various parts of the world. We 
know that they, too, will feel keenly 
the loss of Bill Farrington. 

aes 


One of the most interesting let- 
ters relating the war service of the 
writer was recently received by Mr. 
Hawes from Lieutenant (j.g.) Ed- 
ward M. Zolla, Jr., USNR, of our 
Chicago staff. He has been serving 
on the U.S.S. Washington and under 
date of April 14 wrote as follows: 


Censorship regulations have been greatly 
relaxed, so for the first time I am able to 
write of my experiences. I think they may 
be of some interest to you. 

On April 29 of last year I boarded the 
Washington just off Seattle and we went 
to San Francisco, staying there two days. 
Less than a week later, the ship left the 
States. Believe me, when I say it is really 
a heart-tugging sight as you slip under the 
Golden Gate, when you know it is the last 
time. The water off California is exceed- 
ingly rough and I spent two uncomfortable 
days. Haven’t been seasick since, although 
it has been plenty choppy, especially during 
the monsoon hurricanes. 

Pearl Harbor was the destination. I was 
amazed to find not a trace of the damage 
of December 7 remained. Honolulu was a 
“‘madhouse”’ and the congestion exceeds 
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that of State and Madison. I was fortunate 
to be able to go to Waikiki Beach and visit 
the Royal Hawaiian Hotel, which, in peace- 
time, must be a garden spot. However, I 
do not think it excels our Edgewater or Los 
Angeles’ Ambassador, for example. After 
a few days on Oahu, once again we weighed 
anchor. May 24 was the date. When you 
leave Pearl, you leave the last semblance 
of civilization. Since that date, I have not 
seen a woman, a neon light, or a building 
bigger than a quonset hut. 

The Washington steamed directly to 
Majino Atoll, a tiny group in the eastern 
Marshalls. We remained there about a 
week and then were off once again in a 
westerly direction—to Saipan. On June 13 
we bombarded, in company with three 
battleships, and then returned to our carrier 
force, which was furnishing support to the 
landings. A week later, we were mixed up 
in the Battle of the Philippine Sea. We 
remained in the vicinity of the Marianas 
while the Marines took Tinian and Guam. 
Finally, after a record 67 days consecu- 
tively at sea, on August 11 we pulled into 
Eniewetok in the far northwestern Mar- 
shalls, some 500 miles from Truk. 

Two weeks for rest and logistics and off 
again! This time we crossed the equator, 
and I had the somewhat dubious pleasure 
of becoming a “royal shellback’”’ of King 
Neptune’s reign, in a somewhat vicious 
ceremony. The task was to neutralize the 
island of Mindanao for MacArthur’s inva- 
sion of Morotai. We proceeded then to the 
Palau landings, after which we took a good 
crack at Manila and Luzon for the first 
time! Back to Saipan, still a barbaric sand 
pile, and then off to Okinawa and Formosa. 
Just off Formosa we fought a terribly bitter 
battle known as ‘Taiwan (Formosa) Sea.” 
The Japs were mad! 

The compass pointed south as we hit 
Aparri, Manila, the Visayas and thence to 
Leyte. What happened there you know 
only too well. November and December 
found us hammering Luzon most of the 
time. Early in January we blasted Formosa, 


stood off Lingayen and then raced down to 
Cam-ranh Bay in Indo-China. Coming 
back north we hit Formosa, Hong Kong, 
and Canton, China; then Formosa and 
Okinawa, 

The next time the Japs heard of us was 
the morning of February 16, when lo and 
behold, there we were less than 100 miles 
from Tokyo itself. For two days our planes 
hit the capital area and then we headed for 
Iwo Jima. We pulled in about an hour 
before the landings and let them have it 
“‘good.”” We could see many an explosion 
caused by our guns. The panorama of 
landings is indescribable, but sufficient to 
say, is that our Marines made it! We were 
in direct support of our troops for four days 
and occasionally had the extreme pleasure 
of breaking up Nip concentrations. 

We fueled quickly and went back to 
Tokyo for another strike. Here my story 
ends, as that is the last action which has 
been released. We have not been idle since, 
however. 

It hasn’t been so bad. The food has been 
good, the work interesting as well as neces- 
sary. Then too, when fighting on a team 
ever flushed with victory, and growing ever 
stronger while the enemy grows weaker, is 
something to be proud and thankful for. 
The officers and men are immensely grate- 
ful for the whole-hearted support from you 
back home. 

Nothing would please any of us more 
than a sight of America, but we really 
don’t mind doing the job. It will be over 
soon, perhaps sooner than you expect. 

We are not all so brave as the newspapers 
might depict; just doing what has to be 
done; many is the time, frankly, that I have 
been scared to death. 

During the past months (now almost a 
year) the Washington has accounted for a 
number of enemy aircraft. It is not too 
healthy for any kind of Jap to get within 
range. 

To say that we are proud of the “Mighty 
W” is putting it mildly. To explain the 
Japs’ respect and dread of us, I only need 
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tell you we have been “sunk” three times. 
As you can notice from the envelope, I 
received my promotion. 
Please extend my very best to Mr. 
Miller, Mr. Buge, Miss Ayres, Miss Casey 
and the entire staff and office personnel. 


A friend of Colonel Montgomery, 
upon receiving a copy of the 1944- 
45 edition of Montgomery’s Federal 
Taxes on Estates, Trusts and Gifts, 
expressed his thanks in the follow- 
ing verse: 


When I contemplate your volume with the 
dope on all those taxes, 

My spirits rise as if I’d met some lovely 
Waves and Wacses. 

It’s truly wonderful to know that there are 
far worse fates 

Than making out—with your book’s aid— 
returns (trusts and estates), 

And that no more I’ve need to fear a happi- 
ness with rifts 

Because your lucubration takes the sting 
from tax on gifts. 

Can there be a better ending for my little 
thank-you screed, 

Than that trite and time-worn saw—you 
know—about ‘‘a friend in need?” 








In Colonel Montgomery’s Fifty 
Years of Accountancy one chapter 
is entitled “Any Decent Hobby 
Will Add Ten Years To Your Life 
If You Have Any Use for Ten 
Years More’; another “Trees,” 
and still another ‘‘The Fairchild 
Tropical Garden.” The discussion 
in these chapters indicates the in- 
tense interest which Colonel Mont- 
gomery has had for many years in 
conifers, palms and various other 
plants. It is, therefore, not sur- 
prising to find Colonel Montgom- 





ery’s name among the directors of 
the New York Botanical Garden 
in its announcement of Fiftieth 
Anniversary Garden Week which 
it has planned in celebration of the 
Fiftieth Anniversary of the Garden. 

Mr. Staub was one of the speakers 
at the dinner meeting of the New 
Jersey Society of Certified Public 
Accountants held at the Robert 
Treat Hotel in Newark on March 
27. The meeting was devoted to 
a discussion of Accounting Research 
Bulletins Nos. 23 and 24, which 
were promulgated by the Com- 
mittee on Accounting Procedure of 
the American Institute of Ac- 
countants while Mr. Staub was 
Chairman of the Committee. 

On May 3, Mr. Staub addressed 
the Practising Law Institute in 
New York on the subject of “‘The 
Significance of the Balance Sheet— 
What is Book Value?” The ad- 
dress was one of the series of twelve 
lectures on Current Problems in 
Accounting for Lawyers given by 
the Practising Law Institute in 
cooperation with the American In- 
stitute of Accountants and the New 
York State Society of Certified 
Public Accountants. 


Mr. Richardson is serving as 
chairman of the committee of the 
American Institute of Accountants 
which is charged with preparing 
the program for the technical ses- 
sions at the next Annual Meeting 
of the Institute. 


The Committee 
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had a meeting in New York on 
March 28. Because of the restric- 
tions on wartime travel, it is not 
certain that the Annual Meeting 
will be held this year. However, it 
has been tentatively scheduled for 
the Palmer House in Chicago from 
October 22 to 25. 

Mrs. Ella Everett, of our New 
York office file and supply depart- 
ment staff, completed thirty years 
of service with the firm on April 26. 
The partners and staff of the New 
York office presented Mrs. Everett 
with a suitable gift to commemorate 
the occasion. 

Mr. Arno R. Kassander, of our 
New York staff, addressed the 
Williamsport Chapter of the Na- 
tional Association of Cost Account- 
ants on April 9 upon the subject 
of “Cost Accounting Under War 
Conditions — What Have We 
Learned?”’ The paper upon which 
Mr. Kassander’s talk was based 
appears as the second article in 
this issue of the JOURNAL. 


The article on “Capital Surplus— 
Help Wanted” by Colonel Mont- 
gomery, which was published in 
the October, 1944, issue of The 
Journal of Accountancy, and Mr. 
Warner’s article on “Annual Re- 
ports to Stockholders,’ which ap- 
peared in the January, 1945, issue 


of the L. R. B. & M. JOURNAL, 
were each reproduced in condensed 
form in the March, 1945, issue of 
The Accountants Digest, a quar- 
terly which presents in compact 
form the substance of outstanding 
articles selected from leading ac- 
counting journals of the English 
speaking world. 

Mr. Martin J. Gauger, of our 
Baltimore staff, has been nomi- 
nated for Director at Large of The 
Maryland Association of Certified 
Public Accountants. 

Mr. Daniel E. McBride, of our 
Philadelphia staff, has been elected 
to membership in the Pennsylvania 
Institute of Certified Public Ac- 
countants. 

Mr. James E. Gelbert and Mr. 
Thomas P. Handwerk, formerly of 
our Philadelphia staff and now 
serving with the armed forces, 
likewise have been admitted to 
membership in the same organi- 
zation. 


Mr. Bernhard U. Krummel and 
Mr. William D. Verbarg of our San 
Francisco staff have received Cali- 
fornia C. P. A. certificates. 


Mr. Frank R. Harms and Mr. 
Edward Mezner, of our Rockford 
Staff, passed the latest Illinois 
C. P. A. examination. 
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